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it has

therefore
come

THE ROLE OF

that

INSTITUTIONS
financial system and the possible effect of the new monetary guidelines on the lnstitution's funds. Before doing so,
it will be necessary to explain
how the concept of lnsurance
developed and then draw
attention to the various measures adopted by the lnsurance lnstitution to facilitate economic growth and prornote
social well-being of the nation.

THE

DEVELOPMENT OF

THE CONCEPT OF

INSU.

RANCE

The moral tenets which we
accept as right and good or in
other rnords, as Christian pre-

cepts, are in the first place
economic principles which, if
overlooked, will certainly
retard the comfort and advancement of any civilised community and, if followed, will
benefit all concerned. Take
one of our most common
maxims namely: "Help one

another" which

is

usually

interpreted as meaning that it
is proper to help those who
need help. Most of us it is
implied, are apt to be selfish
and thoughtless and it is desirable especially in our youth
that rne should learn not to
think too exclusively of ourselves, but should encourage
sympathetic and kindly feelings towards others. All these
undoubtedly true and of high
moral import, but there is a
further aspect to be recognised namely, that if in any civilised society we do not help

one another, we shall

very

quickly deteriordte in the scale
of civilisation and shall all
consequently suffer.
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EARLY PRACTICE OF IN-

recognised that the more expeditiously and effectively these
misfortunes can be surmounted, the better ,it is, not only
for the one help'ed, but for the
commu nity to which the

sufferer belongs.

ln early civilisation, there
were always many people who
honestly tried to help those in
trouble as there certainly are
now, but their total efforts
can have had but comparatively ineffective results. How
many people must have suffered through disasters made
good by charity and kindly
help. The dread of disastrous
loss must certainly have restricted the opportunity for
of commodities

bet-

ween d ifferent countries,
meagre as they were by
modern standards. Not merely

that certain persons lost the

opportunity of remunerative
trade, but the whole of mankind suffered to an extent
which it is impossible to measure. lt has therefore been
generally recognised that the

I ntercommu nication resu lting
from trade has been one of the
greatest factors in the improvement of learning, art and all
the reguirements which go to
the improvement of man in

civi I ised commu

I am not

n

nsu rance.

SURANCE

ln this world, we are all liable to encounter trouble and
accident, and it should be

exchange

gradually

be clearly recognised
where losses arise they

must be made good nct by the
loser alone, but by the community, at large and this is
done not by charity in its usually understood form but by.

INSTJRANCE
ln dealing with the subject
of 'The Role of lnsurance lnstitution", I will attempt to
highlight the role of lnsurance
as it affects the supply of and
demand for money in the

to

lnsurance therefore can be
described as the princiole of
charity put into a form found
by experience to be most suitable f or business requirements. lt is the conversion of
indeterminate risks into fixed
cost by way of consolidation,
or an economic device whereby the risks of living and of
economic enterprise are transfered from an individual to a
group.
The H istory of lnsurance
can be traced back to the early
days of mankind. lt has been
learnt from books of History
that Traders in Babylon in the
year 3,000 to 4,000 B.C. assumed the risk of loss of caravans by means of loans that
bore high interest and uere
repaid upon safe arrival of the
caravans. lt was also known
that the Code of Hammurabi
in 2,25O B.C. legalised this
practice. Also, Assyrian judges, priests, magistrates and
bther officials had the po\^,er
to collect contributions from
each responsible member of

the community "in order to

develop a fund for commonal
use in a group calamity such as

famineorafire."

The jettisoning of Cargo in
the famous voyage in which

/

\

ities.

suggesting that the
moral teachings are wrong, but

I am merely saying that until
some genius discovered a

much broader and more comprehensive method of carrying
out this necessary principle of
giving help to those who were
in trouble the progress of the
whole world was being retarded.

At the

moment, trading

is

regarded as indispensable and

p
,!
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Jonah the Prophet ended up in

the

stornach

of the whale

bears a striking resemblance

to

the present day general average act in Marine lnsurance.
The pooling of resources together for the p rotection of
members 6f the community

against possible financial and
social hardships was therefore
not unknown. Even in many
African countries, people put
aside sonre rpney at periodic
intervals namely, daily, weekly
or rmnthly into a common
fund and the total amount
given in rotation to the contributing members. The name
by which this concept of helping one another was known
was "Ajo" or "Esusu" in some
parts of Nigeria.
INSURANCE IN MODERN
FORM

ln

Nigeria, not much interest was shown in lnsurance in
the modern sense prior to
independence, since at that
period most of Nigerian businessmen were small traders.
They were middlemen between the farmers and the
various buying agencies and
the large, usually foreign organisations which exported produce overseas. Political
lndependence however provided the much needed catalyst
to accelerate the pace of social

and economic

development

and the small time traders of
pre-independence years have
in partnership with foreign investors, or in some cases single
handedly been transformed
into large commercial undertakings. As of now, the country
is planning to adopt mechanisation in farming and agriculture. Reconstruction of the
economy which has suffered
from civil strife is in full sruing
and all these have successfully
resulted in a rapid economic

Public Company owning assets
worth millions of Naira. The
need for lnsurance protection
has assumed greater importance recently. The current foreign exchange control has led to
scarcity of foreign capital and
consequently to the desirability for increased mobilisation
of capital for developrent
from Comestic sources.
ROLE OF INSURANCE
INSTITUTIONS

The role of lnsurance lnstitutions therefore is clearly

descernible. lt must not only
continue to create an atmosphere wtrich is conducive to
the making of credit facilities
posible by the rrrtney market
by providing lnsurance protection, but also continue toprovide part of the funds required
by the rnoney market to meet
the credit requ irernents.

We shall now examine in
depth the role of lnsurance
lnstitutions in the task of
National Development and
reconstruction. This includes
The guarantebs to persons
that their individual financial
loses will be fairly and equitably distributed over the insured community or group as a
whole.

The offer of financial securitv to businessmen and lndustriilasts thus promoting enterprise. By providing lnsurance
cover, businessmen are guaranteed against actual losses and
so are enabled to acquire the
necessary confidence and tranquility of mind that are prerequisities of fruitful adventures and risk-taking in business. To businessmen therefore, the assurance that they
would be indemnified in the
event of losses is as valuable to
them as the actual payment of
money after a loss has taken
place.

Through out the foregoing
development, lnsurance has
been a very useful catalyst. lt
protected capital invested in

funds.of money for

ildings, machinery and
other ventures, it also protec-

ted capital represented

by

tians entire savings of the
small businessman and the
huge resources of the large
18 enNrrNc tN THE EtcHTtES

at 100,000. This includes

Agents, Brokers and Canvassers in addition to the officials
and employees of lnsurance
Companies.

development.

bu

The provision of job opportunities for the population
thus helping to solve unemploynent problems. An estimate of those employed by
lnsurance lnstitutiohs in
Nigeria presently can be put

The

accumu

lation

of

large

deploy-

ment into investments within

the economy. Such

invest-

ments contribute directly to

the developnent of

local

industry a nd enterprise and
therefore to the economic advancernent of the Nation as
a whole.

The fact that the lnsurance
lndustry serves as an effective
vehicle for mobilising national
resources for development
purposes. Apart from the

advantages that will accrue
from lnsurance on the personal level, the real benefits of
the system to the Nation lies

in the fact that it encourages
individuals to save which
savings are in turn employed
by the Insurance Companies
for investment purposes.

Concerning the protection

of capital, lncome and profits,
it can be said that the aim of
any good business enterprise is
to utilise resources both in
men and materials, with minimum friction to achieve maximum results.

ENCOURAGEMENT OF
SAVING HABIT

The

encouragement of

saving habit by lnsurance is of
special significance and should
be of special interest to us in
Nigeria because of its role in

the process of economic development. Our individual and
corporate standard of living
can be raised only as indus-

trialisation and the development of mining and agriculture outstrip the rate of

growth of our population.
With these standards as low as
they are, planning for rapid
development in all areas of our
economy must be tackled with
an air of urgency. For a sustained effort to be applied to
the task of engineering our
escape from poverty, there
must be no illusion as to how
much reliance may be placed
on fresh inf low of foreign
investment. The level of saving
attained by any Society has
a direct bearing on the pace of
its development not only in
micro terms, that is, taking the
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Society as a whole,, but more
importantly as it is reflected in
the standards of living of its

ordinary individual citizens.
Our capacity to save and the
measure of success we achieve

by

mobilising and channelling
these savings toraards the
financing of capital formation

which will yield further savings wi ll largely d ictate the
rate at wtr ich we can expect to
raise the living standards of

our people.
The importance of that
aspect of lnsurance which encourages saving habit can
therefore not be overemphasized for every increase in the
volume of the funds accumulated from savings there has

occurred

a

corresponding

diversion of income and
current consumption. consequently, lnsurancg becomes
a part of the National campaign to curtail our people's

to consume. lt is
therefore pleasing to note that
propersity

Life Asurance and

subscrip-

to approved occupatiaonal Pension or Provident
tions

Funds are already actively encouraged by our Governments through tax incentives
and it is even more gratifying
to observe the increasing number of our people wtro are
taking advantage of the services offered by Life Assurance
Companies.

MOBILISATION OF
SAV!NGS

What is crucial for

econo-

mic development is the mobilisation of savings for lnvest-

ment rather than the mere
lation of savings. lt is
in this connection that one
must recognise the role of
lnsurance lnstitutions in the
accumu

process of capital formation.
These lnstitutions accumulate
substantial funds which are
invested in suitable securities.
The accumu lated earned premium income of lnsurance
lnstitutions in Nigeria in 1976
was in the order of H300,000,
000.
CENTRAL BANK'S MONETARY GUIDELINES
The foregoing illustrate the
role of lnsurance lnstitltions
as it affects the supply of and
demand for money in the
financial system. Turning to
BANKING IN THE EIGHTIES

\

the possible effect of the new
monetary guidelines on the
lnstitution's funds, it is first of
all desirable to identify what
areas of the guidelines are rele-

vant

to lnsurance lnstitutions.

ln this connection,

cognisance should be taken of the
objectives
the guidelines

of

which are
1. To moderate rate of domestic price inf lation.
2. To reduce the pressure
on the balance of payments.

3. To mobilise savings.

As regards the reduction of
pressure on the balance of
payment, the conservation of
foreign exchange resulting
from excessive Reinsurance
abroad deserves special mention. lnsurance lnstitutions do
spread the risks tl',rey under-

write by way of Reinsurance
in order to ensure the solvency of their operations. ln view
of the relatively low retention

capacities of most local lnsurance Companies compared to

the magnitude of the risks
they cover, a very substantial
reinsurance protection has
been necessary most of which
is provided by Foreign lnternational Reinsurance lnstitutions. lt is with a view to curtailing the out go of Foreign
Exchange in this connection
that the following actions have
been taken by Government

(a)

The Promulgation of a
New lnsurance Decree

Under this Decree,

the

Authorised and Paid-Up capital of lnsurance Companies
has been raised substantially

from Fd25,000 to 1Y300,000 in
the case of Non-Life business
and from F{25,000 to H500,
000 in the,case of Life Companies. This enables the companies to increase their retentions and consequently to
reduce the level of Reinsurance required so that the incidence of transfer of Funds,for
Reinsurance purposes is substantially reduced.

(b) The Establishment

of

a

Professional R einsurance
Company

ln order to further reduce
reliance on overseas Reinsu

rance to an acceptable level,
the Nigerian Fleinsurance Corporation was established with
a capital structure of Hl0,0@,
000. The retention capacity of
the new Corporation is substantial and this supplements
the capacity already built up

in the N igerian lnsurance
market to such extent that the
necessity for reinsuring abroad
is reduced thus contacting the
pressure on the balance of
payment. Sonn of the large
I nsu rance Companies, notably,
the Government owned
Nationa I I nsu rance Corporation
also attract a reasonable volume of lnternational lnsurance
business thus importing
foreign exchange by means of
in-ward Reinsurance operations.
REDUCTION IIU RATE OF
INFLATION
Turning now to the moderation in the domestic rate of
inflation, the role of lnsurance lnstitutions lies in the ability of the lnsurance lndustry
to keep the rates o{ premium
dovrm. ln order to achieve this,
various measures are taken to
encourage loss and Accident
prevention. Such measures
include the surveying of risks,
particularly the lndustrial ones
with a view to identifying and
minimising the incidence of
loss. The improvement in risk
reduces

the

occurring

a

chances

of

loss

nd consequently

brings dovvn the ratio of loss
premium income which in
turn brings about a reduction
in the rate of premium. \l/here
the rate of premium is controlled, the lnsurance component
of the cost of goods purchased
is kept low which in turn prevents undue rise in prices, thus
contributing to the efforts
directed towards moderating
the domestic rate of inflation.

to

Very much has already been
said about the mobilisation of
savings and the role which the

lnsurance lnstitutions play in
this regard. I can only add that
much as the accumulation of
savings is desirable, it is the
way in which such savings are
mobilised for investing in the
19
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economy that is more impor-

tant and there is no doubt

whatsoever that the lnsurance
lnstitutions have a significant
role to play in this connection.
Two important requirements
of any new industry are finance and lnsurance. \l/hilst the
lnsurance lndustry readily
provides the' necessary cover
thereby creating an atmosphere which encourages the
banks and other Financial
lnstitution to provide the
necessary f inance, at is not
perhaps realised that the lnsurance lnstitutions are very

often providers of

f inance

though in many cases indirec-

tly to this development. lnsurance companies are share-

holders in many Enterprises
and they are lenders of short

term finance to

merchant

banks for bridging finance purposes. They also play a role of

the Debenture market

where

long term finance is required
for development. They support the Stock Exchange and
of course, it must not be
overlooked that a substantial
percentage of lnsurance companies Reserves are required
by law to be invested in
Government Secu rities.

CONTROL OF LENDING
OPERATIONS OF INSURAI\ICE INSTITUTIONS:

Another important

of the new monetary

aspect

guide-

lines which affects the lnsurance lndustry is that for the
first time the lending operations of lnsurance Companies
have been brought under the
control of the Central Bank.
Returns setting out the details
of loan advances by amount,
number and types of benefi-

ciaries are to be rendered
within 30 days from the end

of each month. This presumably will enable the Government to monitor the lending

activities of lnsurance lnstitutions to ensure that they are

in

accordance with guidelines
laid doran by Government.

The recent ban on the importation of eerain consumable
articles is a testinrony to the
determination of Government
to encourage the development
of local industries as well as
20
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the prormtim of agriculture
which is the mainstay of our

economy. The lnsurance lnstitutions are expected to adapt
their lending policy to reflect
the oblective of Government
in this connection.
CONCLI.JS ION

I have tried in the last farv
minutes to describe how the
concept of lnsurance was evol-

ved and in doing so, it has
been necessary to cast ones
minds many centuries back to
examine the various forms
which the practice of lnsurance has taken. VVe have found
that lnsurance is now accepted
as an integral part of the
National commercial structure
and that the lnsurance lnstitutions must therefore conduct
their business with the utmost
efficiency. Offering to undertake risks at the loraest rates
practicable is the circumstance
prevailing at a specific time is

Attentaon has been

given

extensively to the role of the
lnsurance lnstitutions in economic development and the
anticipated effect of the
recent monetary guidelines on
the lnvestible Funds of the
I ndustry were highl ighted.
It is not possible within the
limits imposed on me by
space to cover the subject of
this paper in all its ramifica-

tions. I am therefore aware
that there are aspects upon
which I have not touched and
others to which I have not

given that amount of attention
they may appear to merit but
I hope that in the final analysis I have succeeded to provide
a certain amount of material

for thought.
Thank you.

but the first part of what is
entailed. A second is that the
lnstitutions must constantly
be on the alert to improve and
to rationalise their business to
conform to the ever changing
requirements of the public. A
third is that they will need to
adopt a more active and progressive role in the reduction
of the risks they undertake
and to pass on to the public
the specialised knowledge they
have acquired in their business
in order that this purpose may

"Another important

aspect

of the new nnnetary guidelines rndrich affects the lnsurance lndustry is that for the
first tinre the lending operations of lnsurance Companies
have been brought under the
control of the Centra! Bank."

be achieved.

Having said much, you will
with me that if we are to
meet the target elaborated
above in suppliying and training adequate manpower for
banking in the '80s, desperate
efforts are required from all
concerned including the staff
of the banks. The situation of
the huge short-fall in different
categories of staff is a challenge to the Central Bank, the
comnrercial and merchant
banks and to all the staff in
agree

the banking industry.

All

hands, must be on deck with

a

view to embracing the facilities provided; so that the programme of training the staff
needed is carried out successfully.

Mr. S. O. Ogundipe,
General Manager

Nigerian,Merchant Bank Ltd.

